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SUBJECT: California Internet Tax Freedom Act

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT'S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY.

DEPARTMENT POSITION CHANGED TO

REMAINDER OF PREVIOUS ANALYSIS OF BILL ASINTRODUCED/AMENDED STILL APPLIES.
X OTHER - See comments below.

SUMWARY OF BILL

This bill would enact the “California Internet Tax Freedom Act,” prohibiting,
with specified exceptions, any city, county, or city and county from i nposing,
assessing or attenpting to collect taxes relating to Internet access and Online
Conput er Servi ces.

Under the Sal es and Use Tax Law, this bill would codify the decisions of recent
court cases and nodify the repeal date for the provision exenpting the taking of
orders fromcustoners in this state through a conputer tel econmunications network
fromthe definition of “engaged in business in this state.” This provision of
the bill does not inpact the prograns adm ni stered by the departnent.

SUMVARY OF ANMENDMENT

The July 9, 1998, anendnents renoved the urgency provision fromthe bill, added
| egi sl ative declarations, nodified definitions, nodified the noratorium on taxes
relating to Internet access and Online Conputer Services and changed the repeal

date of the noratoriumfromfive to three years.

The Background and current | aw di scussion of Specific Findings in the
departnent’s analysis for the bill as anended May 27, 1998, still apply. The
remai nder of the May 27, 1998, analysis and all other analyses for the bill are
replaced with the foll ow ng.

EFFECTI VE DATE

This bill would beconme effective on January 1, 1999. This bill specifies that
the California Internet Tax Freedom Act woul d becone inoperative three years from
the effective date of this bill
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SPECI FI C FI NDI NGS

This bill would enact the “California Internet Tax Freedom Act.” This Act would
prohi bit any city, county, or city and county frominposing, assessing or
attenpting to collect any of the foll ow ng:

A tax on Internet access, Online Computer Services, or the use of Internet
access or any Online Conputer Services.

A bit tax or bandw dth tax.

Any discrimnatory tax on Online Conputer Services or |Internet access.

This prohibition against the inposition of taxes would not apply to any new or
exi sting tax of general application (including any sales and use tax, business
license tax, or utility user tax) that is inposed or assessed in a uniform and
nondi scrim natory manner w thout regard to whether the activities or transactions
taxed are conducted through the use of the Internet, Internet access, or Online
Conput er Servi ces.

The bill would provide that a cable tel evision franchise fee may not be inposed
on Online Conputer Services or Internet access delivered over a cable television
system if the Federal Conmmunications Conm ssion by final order, or a court of
conpetent jurisdiction rendering a judgnent enforceable in California, finds that
those are not cable services, as defined, and therefore not subject to a
franchise fee. However, if that final order or judgnment is overturned or

nodi fied by further adm nistrative, legislative, or judicial action, that action
shall control. This provision may be suspended if a cable tel evision franchising
authority and a cable television operator enter a contract allow ng the

i nposition of a franchise fee.

The bill would provide definitions for Internet, Online Conputer Services,
I nternet access, franchise fee, discrimnatory, bit tax and bandw dth tax.

The bill would meke | egislative findings and declarations that California is not
currently inmposing any discrimnatory taxes on Internet access or Online Conputer
Services and intends that no existing or future taxes or fees be inposed by the
state in a discrimnatory manner upon Internet access or Online Computer
Services. In addition, the bill would declare that no | ocal governnent is
currently inmposing and presently collecting any tax on Internet access or Online
Conputer Services that is discrimnatory within the nmeaning of the Act.

The bill also would specify that it is not intended to interfere with existing
sources of revenue that provide funding for |ocal government services. It is

i ntended to inpose a noratoriumon new taxes inposed on Internet access and
Onl i ne Conputer Services and the discrimnatory application of existing or new
taxes to Internet access or Online Conputer Services. Nothing in the bill should
be interpreted as precluding the inposition or collection of new or existing
taxes of general application that are inposed or assessed in a uniform and
nondi scri m nat ory nanner.



Assenmbly Bill 1614 (Lenpert, et. Al.)
Amended July 9, 1998
Page 3

| npl ement ati on Consi derati ons

I npl ementation of this bill would occur during the departnment’s nornal
annual system update.

FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inpact the departnment’s costs.

Tax Revenue Esti mate

This bill would not significantly inpact Personal |nconme Tax or Bank and
Corporation Tax revenues.

BOARD POSI TI ON

Pendi ng.

The Franchi se Tax Board voted at its July 21, 1997, neeting to support this bill
as anended July 3, 1997, but the current Board has not considered the bill as
amended.



